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U.K. Prices, Productivity, and Incomes | 


The Council on Prices, Productivity, and Incomes, 
in its second report published on August 25, recalls 
that in its first report issued in February this year it 
expressed support for the U.K. Government’s restric- 
tive measures, even though they might be expected to 
increase somewhat the volume of unemployment and 
check the growth of production. Nonetheless, a high 
level of employment and the growth of production must 
remain objectives of economic policy; the structure of 
the present report has been arranged with a view to 
discussing how far, consistently with reasonable stabil- 
ity of prices, these objectives can be obtained. 

The Council sums up the changes in the economic 
scene since last fall as follows. There has been a sharp 
and very necessary improvement in gold and dollar 
reserves—an improvement which appears mainly to 
have been brought about by a substantial surplus in 
the United Kingdom’s current payments with the rest 
of the world. There has been an improvement at home 
—though a less definite one—in the trend of prices. In 
the retail price index, this improvement has been masked 
up to now by the seasonal rise in food prices, but from 
now on it should begin to be seen. There are signs 
that incomes are rising more slowly. The total national 
output has risen, but only a little, and industrial pro- 
duction has fallen slightly; there has thus been a small 
fall in employment and a small rise in unemployment. 

As to the future, the Council thinks the trend of 
prices will be nearer to stability in the next few months 
than in any comparable period in the past few years, 
with rising labor costs offset, or nearly offset, by lower 
import costs and lower profit margins. On the assump- 
tion that no substantial further measures are taken to 
increase home demand, production is more likely to 
fall than increase in the next few months, since all the 
main components of expenditure promise either to be 
Stable or to fall. A deterioration in the current balance 


Wheat Situation of Major Exporting Countries 

Australia’s wheat harvest, which as a result of a 
severe drought decreased to 80 million bushels in the 
1957-58 season, is estimated by the Chairman of the 
Australian Wheat Board at between 155 million and 
175 million bushels in the coming season if present 
conditions continue. 


of payments position and a less favorable trend in 
gold and dollar reserves are expected. 


After pointing out that the Government has taken a 
number of steps to reverse the restrictive measures of 
last September, the Council enumerates some other 
ways in which demand could be stimulated. It warns, 
however, that the degree to which demand can be raised 
without running into bottlenecks can be overestimated, 
and that the margin for expansion without raising labor 
costs is probably still smaller. It must not be supposed 
that the problem of getting the growth of incomes into 
line with that of productivity has been solved, merely 
because in 1958 increases in income look like being 
distinctly lower than in previous years. Past experience 
suggests that any substantial revival of demand may 
well be accompanied by renewed threats to price sta- 
bility, to the balance of payments, and to the gold and 
dollar reserves. In these circumstances it seems clear 
that while it is right that policy should aim at an expan- 
sion of demand it must proceed gradually and with 
caution to that end. 

Turning to wages and salaries, the Council states 
that this year’s relatively low level of increases should 
be thought of as a stage in the process of getting the 
trend better into line with the trend of productivity. 
Next year, wage increases should be lower than this 
year, since annual increases in wages of 3% per cent 
are not merely higher than the present rate of produc- 
tivity increase: they are higher than any rate of pro- 
ductivity increase which can be forecast over any long 
period of future years. A state of affairs in which 
incomes are not rising faster than productivity requires 
a limitation of the rate of growth of profits as well as 
wages. The Council argues that if the pressure of 
demand is kept moderate, and if there is no inflationary 
wage push, profits in total will tend to limit themselves. 
Source: The Times, London, England, August 25, 

1958. 


Canada’s wheat exports were greater in the first 11 
months of the Canadian crop year (August 1957- 
June 1958) than they had been a year ago. Shipments 
increased to 290 million bushels, 21 per cent more than 
last year, while U.S. wheat exports decreased by 28 per 
cent, to 368 million bushels. Australia shipped 57 mil- 
lion bushels, about half as much as last year, and 
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Argentina 70 million bushels, 25 per cent less than 
a year ago. Canada thus increased its share in the total 
shipments of the four main exporting countries from 
25 per cent to 37 per cent. Notwithstanding the 
decrease in total exports, the supplies of wheat remain- 
ing on July 1, 1958 in the four countries (1,666 million 
bushels) were 10 per cent lower than at the same date 
last year, as a result of smaller crops. Each of the four 
countries shared in the decline of stocks. 
Sources: The Times, London, England, August 20, 
1958; Dominion Bureau of Statistics, Daily 
Bulletin, Ottawa, Canada, August 22, 1958. 


Europe 


industrial Capacity in United Kingdom 

The National Institute of Economic and Social Re- 
search has published an interim report on its inquiry 
into spare industrial capacity in the United Kingdom. 
One of the two points that seem to have been estab- 
lished by the report is that output in the metal-working 
industry would have to be increased by an average of 
about 20 per cent to reach a level at which capacity 
would be used fully and economically. The achievement 
of this increase in output might require a 7 per cent 
increase in the number employed and a 3 per cent 
increase in average weekly hours of work. Mainly as 
a result of the spreading of overhead costs, unit costs 
of production would be expected to fall as output 
rose. The other point established by the report is that 
the experience of individual firms varies considerably, 
which leads the Institute to conclude that, while a 
general increase in demand would help industry, it 
would not solve the excess capacity problem of all firms. 
Sixty-five firms in the metal-using industries and in the 
chemical industries were interviewed; ten of these were 
either fully occupied or had only slight excess capacity. 
At the other end of the scale, at least ten firms said 
that they could increase output by 40 per cent or more; 
these firms included makers of commercial vehicles, 
bicycles, and rolling stock, and producers of light 
electrical equipment and machine tools. 

The Times notes that these differences not only bring 
out the important shifts in demand in recent months 
but also show that any attempt to cure the recession by 
a general additional dose of purchasing power would 
be quite wrong. The recession is showing structural 
weaknesses up and down the country. Industry is now 
going through a process in which the reluctance to 
dismiss labor and to give up factory space may have to 
be re-examined by many firms; yet, as orders decline, 
many firms are finding that they are better placed to 
attract new business. The report of the Institute com- 
ments, “It is generally claimed that shorter order books 
have made industry more competitive in the export 


markets, and indeed many firms have increased their 

export efforts; but the results are, in some cases, offset 

by the general decline in world demand.” 

Source: The Times, London, England, August 8, 
1958. 


U.S. Investment in United Kingdom 

According to an estimate of the U.S. Department of 
Commerce, direct investments of U.S. companies in 
British industry amount to $1.2 billion. There are 
more than 300 subsidiaries or branches of U.S. com- 
panies in the United Kingdom, which together with 
jointly financed U.S.-U.K. concerns now employ more 
than 350,000 people in British industry. The sales 
turnover of these companies exceeded $2.3 billion in 
1956. (For an earlier review of U.S. direct investment 
in the United Kingdom, see this News Survey, Vol. XI, 
p. 27.) 
Source: The Journal of Commerce, New York, N.Y., 

August 25, 1958. 


French Budget Report 

The Budget Law of December 30, 1957 required the 
French Government to submit to Parliament in 
June 1958 a second progress report on economic and 
financial developments in the first half of the year and 
on the prospects for the second half (see this News 
Survey, Vol. X, p. 315). This second report, which 
was to follow a first one submitted to Parliament in 
March, was published in August. 

According to the report, the rate of increase in 
internal demand slowed down during the first half of 
1958, but less than originally foreseen. This was due 
mostly to further increases in stocks and in public and 
private fixed investment. Industrial production during 
the first six months of 1958 was some 8.5 per cent 
larger than in the corresponding period of 1957. The 
increase was particularly large in the equipment and 
durable consumer goods industries. However, the rate 
of expansion of output slowed down in May and June 
and, aecording to an inquiry made in June, business 
leaders foresee a slowing down in the increase of indus- 
trial production, particularly in consumer goods indus- 
tries, during the second half of the year. 

During the first half of 1958, consumer prices 
increased by 7.2 per cent and wholesale prices by 2 per 
cent. The increases, which were particularly important 
in the prices of food products, were smaller than those 
recorded for the second half of 1957. Food consump- 
tion increased relatively more than total consumption, 
while sales of bicycles and household appliances de- 
clined sharply. 

Credit restrictions have been a minor limiting factor 
in the expansion of domestic demand. Money supply 





INTERNATIONAL FINANCIAL News Survey, September 5, 1958 75 


increased by F 59 billion, compared with F 124 billion 
in the corresponding period of 1957. Bank credit to 
the private sector of the economy increased by 4 per 
cent between January and June 1958. 

The cash deficit of the Treasury for the first half of 
the year amounted to F 95 billion, compared with F 330 
billion in the first half of 1957. In July, the Govern- 
ment decided to exceed the expenditure set as a maxi- 
mum in December 1957 by F 250 billion, and at the 
same time introduced new taxes for a total of F 50 
billion. Given the fact that tax revenue exceeded 
expectations, the Government was confident that the 
treasury deficit could thus be kept within the original 
limit of F 600 billion (see this News Survey, Vol. XI, 
p. 43). 

The trade deficit reached F 258 billion in the first 
half of 1958. Imports exceeded only slightly the amount 
estimated at the end of 1957. Freight rates and raw 
material prices declined, but stocks of imported goods 
were increased. The development of exports was dis- 
appointing: they amounted to only F 663 billion in the 
first six months of 1958, compared with F 728 billion 
(at the present rate of exchange) during the correspond- 
ing period of 1957. The resulting trade deficit was 
financed largely through utilization of substantial for- 
eign credits granted at the end of January 1958 (see 
this News Survey, Vol. X, p. 241). 

The report foresees an improvement in the trade 
balance during the second half of the year, as there 
probably will be a decline in imports. The financing 
of the trade deficit will also be easier inasmuch as since 
mid-June French residents have sold about $200 million 
worth of gold to the authorities. 

The report estimates a further increase of some 3-4 
per cent in industrial production during the second half 
of 1958, compared with the second half of 1957. On 
these assumptions, industrial production for 1958 as a 
whole would be some 6-7 per cent greater than in 1957; 
private consumption would rise by only 2 per cent, 
while private investment (including investment by na- 
tional enterprises) would be 6.5 per cent larger. 

In concluding the report, the Government declared 
that it would take appropriate measures if production 
happened to decline markedly. Credit restrictions 
would in that case be relaxed, and efforts made to stim- 
ulate new investment. Also, the Government would 
attempt, in cooperation with other countries, to encour- 
age a new expansion in international trade. 


Source: Le Monde, Paris, France, August 21, 1958. 


Danish Trade with U.5.5.R. 

Trade negotiations in Moscow in July between Den- 
mark and the U.S.S.R. ran into difficulties largely 
because of the Soviet Union’s desire to sell oil and 
gasoline to Denmark. The Danish authorities are pre- 
pared to take these products only on condition that 


the Soviet Union takes charge of their distribution. 
Available tank installations in Denmark are owned by 
the existing oil companies, which are not interested in 
buying Soviet oil, and the Danish negotiators have 
therefore proposed that the Russians should themselves 
set up and operate tank installations in Denmark in 
the same way as their competitors. In the negotiations, 
the Danish representatives have laid particular stress 
on eliminating the disequilibrium that has caused Den- 
mark to accumulate a claim of about DKr 100 million 
on the Soviet Union. During the first six months of 
1958, Danish imports from the Soviet Union totaled 
DKr 46.5 million, against DKr 34.2 million in the same 
period last year, and exports to the Soviet Union 
yielded DKr 55.8 million, against DKr 48.3 million 
in the same period of 1957. 

The negotiations ended with the conclusion of what 
is described as a temporary working agreement laying 
down general directives for trade until a definite agree- 
ment can be brought into forcee—which presumably will 
not be until next summer. No regulations are included 
concerning the goods to be exchanged, nor has any 
fixed amount of the volume of trade been arranged. 
The responsible authorities in the two countries will 
issue licenses in accordance with the current regula- 
tions; as far as Denmark is concerned this will apply 
to goods included on the free list. During the negotia- 
tions, the Danish representatives were unable to get 
the Soviet authorities to commit themselves to any firm 
arrangement for evening out the disequilibrium of trade. 
The Danish request for settlement in free foreign 
exchange was turned down by the Russians. 


Sources: Bgrsen, Copenhagen, Denmark, August 2 and 
10, 1958. 


Unemployment in Sweden 

Unemployment in Sweden showed a seasonal im- 
provement in July when the number of unemployed 
fell by 6,300, to 19,100. The total was, however, 
greater by 5,000 than the number of unemployed in 
July 1957. In comparison with 1957, the employment 
situation had improved in the textile industry, agricul- 
ture, and building but had deteriorated in the forest 
industries and some other sectors of the economy. In 
August the number of unemployed increased to 26,250, 
which is 8,200 more than at the same time in 1957. 
Sources: Finanstidningen, August 13, 1958, and Sven- 


ska Dagbladet, August 25, 1958, Stockholm, 
Sweden. 


U.S.S.R. Credit to Iceland 

The U.S.S.R. has granted Iceland a credit equal to 
I1Kr 50 million (US$3.1 million), which will be used 
to finance the purchase of fishing vessels in East Ger- 
many. The credit is for 12 years with an interest rate 
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of 2.5 per cent. Repayments will be made in Icelandic 
commodities. 


Source: Norges Handels og Sj@fartstidende, Oslo, Nor- 
way, August 21, 1958. 


Automobile Production in West Germany 


According to an announcement by the West German 
automotive industry, 589,244 passenger cars rolled off 
the assembly lines between January | and June 30, 
1958—an increase of 26.1 per cent over the corre- 
sponding period last year. Total production figures— 
including passenger cars, trucks, buses, and tractors— 
show that 741,322 units were produced, or 23 per cent 
more than during the first six months of 1957. Of the 
total, 360,054 units were exported. 


Source: Press and Information Office of the German 
Federal Government, The Bulletin, Bonn, Ger- 
many, August 5, 1958. 


Tax Exemption for Bond Purchasers in Austria 

An amendment to the Austrian 1958 Income Tax 
Law recently approved by Parliament contains some 
provisions dealing with capital market promotion. From 
1958 onward, 10 per cent of the profits of business 
enterprises may be invested tax free in bonds of Aus- 
trian public authorities, bonds of the Housing Recon- 
struction Fund, or bonds of Austrian electric power 
companies. During the years 1958-63 at least half of 
the eligible profits should be invested in electric power 
bonds. An effective tax abatement is granted only if 
the bonds are purchased in the year of issue and kept 
until redemption. 

Tax concessions are granted also to wage and salary 
earners who purchase eligible bonds up to a nominal 
value of S 50,000 annually. In such cases, the abate- 
ment of the wage tax amounts to 15 per cent of the 
nominal value of the securities purchased. The bonds 
must be deposited with a credit institution, and the tax 
abatement is final if the bonds are purchased in the 
year of issue and are kept until redemption. When 
such bonds are sold before redemption, the credit 
institution is obliged to retain for the account of the 
Austrian Government the tax abatement that had been 
granted when the bonds were purchased. 


Source: Osterreichische Nationalbank, 
Vienna, Austria, July 1958. 


Mitteilungen, 


Middle East 
Oil Discovery in Libya 


The discovery of a new oil well has been announced 
by the Oasis Oil Company of Libya, which is jointly 
owned by three American companies. The oil was 
found at a depth of about 5,800 feet in an area some 


75 miles from the Gulf of Sirte in Cyrenaica. This 
discovery, the second since exploration was started in 
June 1957, has been described as encouraging, but the 
evaluation of its commercial importance must await 
further drilling and testing. The first discovery was 
made toward the end of 1957 in the Fezzan, about 50 
miles from Edjele in Algeria, but had to be abandoned 
as further drilling in the same area proved to be with- 
out result. 

Since the Libyan Oil Law was promulgated in 1955, 
intensive exploration activity has been carried out in 
Libya by several foreign oil companies which hold con- 
cessions for about 40 per cent of the country. Their 
expenditures in Libya have been a major source of 
foreign exchange receipts to the country, and the im- 
portance of these expenditures is indicated by the 
increase in the combined budgets of all the oil com- 
panies operating in Libya, from L£4.5 million in 
1956-57 to L£13.5 million in 1957-58. 

Sources: Middle East Economist and Financial Serv- 
ice, Forest Hills, N.Y., July and August, 1958. 


Reorganization of Saudi Arabia's Exchange and Import Systems 
Regulations reorganizing the Saudi exchange and 
import systems were issued by royal decrees dated 
May 25, 1958 and became effective on June 4. The 
regulations recognize the existence of two exchange 
markets—the official market and the free market. 
The official market, where exchange is provided by 
the Saudi Arabian Monetary Agency (SAMA) at offi- 
cial rates (SAMA selling rate is Saudi Riyals 3, qurush 
1634, per US$1, while the banks’ selling rate is Saudi 
Riyals 3, qurush 17; 22 qurush=1 riyal), will be 
used to finance the importation of specified commodities 
considered essential, for the transfer of salaries of non- 
Saudi nationals employed by the Saudi Government, 
and for transfers of funds appropriated in the budget. 
The list of essential imports includes basic foodstuffs 
(e.g., wheat, flour, maize, barley, rice, tea, coffee, and 
livestock), low-grade textiles, pharmaceuticals, and 
industrial and agricultural equipment. The importation 
of essential commodities requires an import license. 
The free market will be used to finance the importa- 
tion of all commodities not on the list of essential 
imports and for all other transactions. Exchange may 
be obtained in the free market at the rates prevailing 
there. The free market rate is presently about SR 5.50 
per US$1. The SAMA reserves the right to intervene 
in the free market with a view to stabilizing the rates. 
The Office of Exchange Control is to be dissolved 
and replaced by the Exchange Control Department 
within the SAMA. The importation committees are also 
to be dissolved and replaced by an import office in each 
of the three cities of Jeddah, Riyadh, and Damman. 
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These import offices will be under the direction of 
superintendents from the Ministry of Finance. 

The Ministry of Finance will fix quarterly, after con- 
sultation with the SAMA, the amount of foreign 
exchange allotted for licensed imports, as well as the 
amounts to be distributed to the three import offices. 
Licenses will be granted to traders on the basis of 
their imports during the previous three years. In con- 
trast to previous practice, importers will have the right 
to choose the banks with which they wish to deal. 

The importation of automobiles is totally prohibited 
for a period of six months, which may be further 
extended. 


Source: Le Commerce du Levant, Beirut, Lebanon, 
July 30, 1958. 


Far East 


Foreign Assistance to India 

Representatives of five nations and of the Interna- 
tional Bank for Reconstruction and Development met 
in Washington in August to examine the balance of 
payments situation of India. According to a report in 
the Journal of Commerce, they agreed on a $350 mil- 
lion aid program to finance the foreign exchange 
requirements of India’s Second Five Year Plan during 
the period prior to the end of March 1959. The IBRD, 
it was stated, would provide $100 million; the United 
States was reported to be prepared to provide new 
credits from its Development Loan Fund amounting to 
$75 million, repayable in rupees, and another $25 mil- 
lion by the middle of 1959, and the United Kingdom 
to provide $108 million, West Germany $40 million, 
Canada $17 million, and Japan $10 million. Moreover, 
the United States will defer until 1967 repayment of 
about $55 million in principal and interest due on the 
$190 million wheat loan of 1951, and supply an addi- 
tional $200 million worth of surplus agricultural prod- 
ucts against payment in rupees. Actual commitments 
must await bilateral agreements between India and 
the parties concerned. 

It was also reported by the Journal of Commerce 
that the creditors have agreed to meet India’s foreign 
exchange requirements during the remainder of the 
Plan period, from April 1959 to March 1961. This 
figure is expected to amount to approximately another 
$600 million. 


Source: The Journal of Commerce, New York, N.Y., 
August 28, 1958. 


Nepal's Exchange Rate 

In presenting the budget for 1958-59, on August 19, 
Nepal’s Finance Minister announced an increase in the 
official rate of exchange between the Indian rupee and 
the Nepali mohur. The official rate is to be increased 


from 128 to 150 Nepali mohur per 100 Indian rupees. 
However, the official rate is not applicable to ordinary 
private commercial transactions, which are effected at 
the unofficial free market rate of exchange. (See also 
this News Survey, Vol. IX, p. 330.) 


Source: The Times of India, Bombay, India, August 20, 
1958. 


Steel Orders by Mainland China 


Steel orders placed by Mainland China in Western 
Europe in the last few months exceeded 400,000 tons. 
Of the total, the United Kingdom has received orders 
for about 120,000 tons and West Germany for 240,000 
tons; the remainder has been placed with Belgium and 
France. Mainland China has also ordered 26,000 tons 
of sheet steel worth £A 1.5 million from an Australian 
steel manufacturer. Australia also sold two cargoes of 
wheat to Mainland China recently. 


Sources: The Financial Times, London, England, Au- 
gust 1 and 5, 1958. 


United States and Canada 


Revisions of U.S. Antidumping Act 


The U.S. Congress has passed the first major revi- 
sion of the Antidumping Act since its enactment in 
1921. Up to now, the determination of dumping was 
based upon a comparison of foreign and domestic prices 
“freely offered” for sale. Since producers abroad often 
restricted sales through price-fixing agreements that 
did not apply to shipments to the United States, goods 
were not “freely offered” and thus the prosecution of 
possible dumping cases was not possible. The new bill 
allows reference to prices on restricted sales, and it is 
believed that this action will allow more antidumping 
decisions by the U.S. Treasury. The second important 
revision is that a tie vote by the Tariff Commission now 
constitutes a finding that imports are injurious to a 
domestic industry, whereas formerly such a vote con- 
stituted a denial of injury. 


Source: The Journal of Commerce, International Edi- 
tion, New York, N.Y., August 23, 1958. 


U.S. Commercial Bank Lending Abroad 


Commercial banks in the United States have in 
recent years become increasingly active in foreign lend- 
ing. Outstanding credits, which amounted to $433 mil- 
lion at the end of 1954, had risen to $1,121 million by 
the end of 1957. A new record of credit extension is 
expected to be reached in 1958; with the signing of 
the $290 million loan to Venezuela, credits will have 
totaled almost $480 million this year. 

The three major factors responsible for the expan- 
sion of foreign lending are the lengthening of the terms 
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granted to domestic borrowers; pioneering work by the 
International Bank for Reconstruction and Develop- 
ment (IBRD) and the Export-Import Bank; and the 
desire to assist good foreign customers and to maintain 
orderly trade and payments conditions. Some loans 
have taken the form of participation in loans granted 
by the IBRD and the Export-Import Bank. A recent 
example is the $58 million credit granted by 12 com- 
mercial banks to the Bank of Brazil at the same time 
that the Export-Import Bank made a $100 million 
loan to that country for balance of payments purposes 
(see this News Survey, Vol. XI, p. 64). Commercial 
banks are expected shortly to refund a $200 million 
gold loan extended to Brazil in 1954. 

Commercial bank loans abroad this year may equal 
35-40 per cent of loans authorized by the IBRD and the 
Export-Import Bank, which are disbursing funds at a 
combined annual rate of $1.5 billion. Private bank 
funds will help offset the anticipated decline in direct 
private investment abroad this year. The volume of 
loans to countries abroad has increased significantly 
as U.S. domestic investment declined and the demand 
for funds fell commensurately. Recent increases in 
U.S. interest rates are not expected to discourage the 
continuance of lending abroad, since foreign interest 
rates are generally much higher than those of the 
United States. 

Source: The Journal of Commerce, New York, N.Y.., 
September 2, 1958. 


Canada’s Capital Imports Through Security Transactions 
Capital inflow into Canada from security trans- 
actions, which had increased to $150 million in the 
first quarter of 1958, rose further in the second quarter 
of 1958 to $260 million, but this was still about 20 per 
cent less than in the second quarter of 1957. In the 
first six months of 1958 the net inflow was more than 
$400 million, compared with almost $600 million in 
the first half and about $200 million in the second half 
of 1957. The net sale of new Canadian issues accounted 
for somewhat more than the total capital inflow, while 
trade in outstanding Canadian securities left a small 
deficit, and sales and purchases of foreign securities 
were almost in balance. Net sales of new issues were 
virtually the same as in the corresponding period of 
last year, when a larger surplus in the trade in Canadian 
and foreign securities was responsible for the excess in 
capital imports. There was, however, an increase of 
more than $100 million in the proceeds of new issues 
between the first and the second quarter of 1958. This 
increase was observed in new issues at each level of 
government as well as in corporation stocks and bonds. 
In the first half of 1958 net new issues sold abroad 
totaled $420 million, compared with $490 million in 


the first half of last year and $160 million in the 
second half. The inflow of capital from portfolio secu- 
rity transactions was predominantly from the United 
States, which was the market for over 85 per cent of 
new issues in the second quarter, compared with more 
than 90 per cent in the first quarter. Considerable 
amounts of new issues were also sold in the United 
Kingdom and in other countries overseas. 


Source: Dominion Bureau of Statistics, Sales and Pur- 
chases of Securities Between Canada and Other 
Countries, Ottawa, Canada, June 1958. 


Gold Mine Subsidies in Canada 


A bill passed recently by the Canadian House of 
Commons provides for the continuance of cost-aid 
payments to Canadian gold mines through 1960 and 
an increase of 25 per cent in the scale of payments, 
retroactive to January 1958. The 25 per cent increase 
will be added to the amount of aid computed according 
to the present formula. This formula provides a cost- 
aid of two thirds of the amount by which the cost of 
production exceeds $26.50 per ounce, and is being 
granted on two thirds of the output of all mines whose 
revenue is derived at least 70 per cent from gold pro- 
duction. Cost-aid payments have been around $9 mil- 
lion during each of the past three years. Payments in 
1958 are estimated at approximately $12 million. 


Source: The Northern Miner, Toronto, Canada, Au- 
gust 21, 1958. 


Latin America 


Peru's Budgetary Problems 

The Peruvian Finance Minister has informed the 
Legislature that accumulated state obligations created 
by budget deficits in 1956-58 amount to S/. 1,299.4 
million. These deficits are being financed by Central 
Bank credits, which are to be amortized from the pro- 
ceeds of the tariff surcharges imposed early this year. 
These surcharges are expected to be sufficient to cancel 
more than half of the projected consolidation credits 
within the next three years. A loan that it is hoped 
to obtain from the Export-Import Bank of Washington 
will also be used as an instrument to offset the expan- 
sion of monetary circulation which could result from 
the consolidation operation. 

The Finance Minister emphasized the necessity for 
fiscal austerity during the period of world-wide reces- 
sion, but indicated his opposition to a reduction of the 
budget below the level of 1958. A retrenchment in 
government expenditure, he said, is ruled out by virtue 
of the indispensable requirements of a growing coun- 
try and the additional outlays that must be met for new 
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social services, pensions, bonuses, debt service, etc. 
The only way to reduce the budget to the level of 
receipts in 1958 without cutting into essential services 
would be to reduce salaries and carry out mass dismis- 
sals of government workers, the consequences of which 
would be unemployment and misery for this section of 
the population. Although it had been announced that 
there would be no new expenditures in 1959, the 
ordinary budget for 1959 submitted to the Legislature 
on August 28 contemplated outlays of S/. 4,444.7 
million, which is S/. 297 million more than the 1958 
budget. 

Budget receipts for 1958 are now estimated at 
S/. 3,100 million, S/. 400 million less than the orig- 
inal forecast. The decrease in receipts is a consequence 
of deflated prices and decreased demand for Peru's 
exports. Customs collections are expected to fall by 
S/. 300 million. 

Sources: Banco Continental, News Letter, Lima, Peru, 
August 27 and 29, 1958. 


Brazilian Trade Relations with Rumania and Uruguay 

The Bank of Brazil has issued a circular laying 
down the procedure for making payments for direct 
transactions between Brazil and Rumania. Payments 
are to be confined to those for exports and imports of 


merchandise for consumption or processing in either 
country and to related commercial and banking expendi- 
ture, such as freight, insurance, readjustments, price 
differences for type and quality, commissions for agents, 
cable and postal expenditures, collection fees, and 


warehousing charges. Payment orders must mention 
the origin or motive of the transaction. Consular visas 
must be obtained in either Prague, Vienna, Belgrade, 
Istanbul, Athens, Naples, Hamburg, or Antwerp for 
shipping documents covering Rumanian products 
shipped to Brazil. Should other places or ports be 
utilized, the Rumanian authorities must give prior notice 
to the Bank of Brazil. 

The new agreement is valid for one year and will be 
automatically renewed for successive yearly periods if 
not canceled by either of the contracting parties. 

The Brazilian and Uruguayan Governments are 
reported to have signed an agreement providing for 
the sale by Uruguay to Brazil of 250,000 tons of wheat 
in each of the years 1958, 1959, and 1960. In any 
year in which the Uruguayan crop is not large enough 
to permit exports of this magnitude, not less than 80 
per cent of the total exportable surplus is to be delivered 
to Brazil. 


Source: Bank of London & South America, Fort- 


nightly Review, London, England, August 16, 
1958. 


Free Exchange Market in Argentina 

The Argentine peso depreciated further in the free 
market in the week ended August 22. The initial quota- 
tion was M$N 44.60 and it closed at M$N 45.75. 


Source: La Nacién, Buenos Aires, Argentina, Au- 
gust 25, 1958. 


Cost of Living in Argentina 

The cost of living in Argentina rose by another 6 per 
cent in August. Except for the increase of 6.7 per cent 
registered in April, this is the largest rise for many 
years and brings the total increase in the cost of living 
since January 1958 to 28.5 per cent, and in the last 
12 months to 37 per cent. 

Food prices have continued to rise and are now 
nearly 40 per cent higher than at the beginning of this 
year. The increase in August was about 10 per cent, 
due mainly to substantial increases in the prices of 
meat, groceries, and cigarettes. 


Source: The Review of the River Plate, Buenos Aires, 
Argentina, August 21, 1958. 


Other Countries 
Central Bank of Nigeria 


In an article in the Bankers’ Magazine on the recently 
established Central Bank of Nigeria, it is stated that 
the principal objects of the Bank “shall be to issue legal 
tender currency in Nigeria, to maintain external reserves 
in order to safeguard the international value of the 
currency, to promote monetary stability and a sound 
financial structure in Nigeria and to act as banker and 
financial adviser to the Federal Government.” 

The Central Bank is to be wholly owned, and its 
capital subscribed, by the Federal Government of 
Nigeria. Its notes and coin will replace the currency 
of the West African Currency Board. The parity of 
the Nigerian pound will be the same as that of the West 
African pound: one pound for one pound sterling. It 
will be fully convertible into sterling at that rate; the 
Bank must be prepared to buy and sell sterling for 
Nigerian pounds on demand. The charges to be made 
for exchange transactions will have the effect of making 
the minimum selling rate of Nigerian pounds against 
sterling 99.25 per cent and the maximum buying rate 
of Nigerian pounds against sterling 100.75 per cent. 

The issue of the Nigerian currency is likely to be a 
costly operation since more than 40 per cent of the 
total circulation is in coin. It is estimated that the cost 
of producing the new money that will be required will 
be as much as £5 million. The total circulation has 
recently ranged between £50 million and £60 million. 
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In addition to its function as a bank of issue, the 
powers of the Central Bank as set out in the Central 
Bank of Nigeria Ordinance, 1958, are very wide. There 
is a list comprising 20 separate activities, ending with 
the permission “generally (to) conduct business as a 
bank.” 

The Central Bank is to be the banker for the Federal 
Government, although the Government may, where 
convenient, use the services of other banks. It will also 
handle the general financial business of the Federation, 
including the issue and management of loans floated 
in Nigeria; it may also act for the Regional Govern- 
ments and for the various official funds, institutions, 
and organizations. It does not appear to be the inten- 
tion to concentrate in the hands of the Bank all the 
official external assets or sterling balances which at 
present are held not only by the Currency Board but 
also by the Governments, the Marketing Boards, and 
various other institutions. 

The Bank may also act as banker for the commercial 
banks and other credit institutions. It may accept other 
customers only with the prior approval of the Minister 
of Finance. Also with the approval of the Minister of 
Finance, the Bank may “subscribe to, hold and sell 
shares of any corporation set up with the approval of, 
or under the authority of, the Federal Government for 
the purpose of promoting the development of a money 
or securities market in Nigeria or of improving the 
financial machinery for the financing of economic de- 
velopment.” The Bank’s participation in such activities 
is restricted to an amount not exceeding 20 per cent 
of the General Reserve Fund. 

During a transitional period of five years, the Bank 
shall maintain minimum external reserves not less than 
60 per cent of its currency issue plus not less than 35 
per cent of other demand liabilities. After this period, 
the minimum external reserves shall be not less than 
40 per cent of the Bank’s total demand liabilities, includ- 
ing currency. The reserves are defined to include gold, 
sterling, cash, U.K. Treasury bills and government secu- 
rities, and, for the first three years, currency of the 
West African Currency Board. 

The Ordinance permits the Bank to make temporary, 
unsecured advances to the Federal Government, which 
may not exceed 12% per cent of the Government's 
estimated recurrent revenue and which must be repaid 
within the financial year in which they are made. Other 
provisions, however, permit the Bank to acquire treas- 
ury bills without stipulating any limit. It seems, in fact, 
to be the intention to limit the issue of bills rather than 
the Bank’s powers to acquire them. 

The Bank’s holdings of government securities of a 
maturity exceeding two years may not amount to more 
than 20 per cent of its total liabilities. 


INTERNATIONAL FINANCIAL News Survey, September 5, 1958 


There is no plan to compel the commercial banks 
operating in Nigeria to use the facilities offered by the 
Central Bank, though in practice they will no doubt 
find it convenient to do so to some extent. The relation 
between the Central Bank and the commercial banks 
is envisaged as one of cooperation rather than control. 
The Bank has, however, the power to prescribe the 
minimum liquid assets which the other banks shall 
hold. This minimum is to be expressed as a proportion 
of demand liabilities together with a proportion of time 
liabilities. The Ordinance does not prescribe the amount 
of the liquidity ratio and this regulation is, according 
to the article in the Bankers’ Magazine, unlikely to be 
of much significance because the banks’ advances are 
limited by lack of appropriate opportunities and not 
by liquidity considerations. The liquidity ratio will be 
nondiscriminatory, since “no bank shall be required 
to maintain a higher percentage than any other bank.” 
On the whole it is reasonable to suppose that the 
branches of overseas banks will have more liquid 
resources than the indigenous African banks, so that 
4 minimum reserve ratio which might bear harshly on 
the local banks may leave the branches of overseas 
banks quite unaffected. 


Source: The Bankers’ Magazine, London, England, 
August 1958. 





Fund Transactions 

The record of Fund transactions published in /nter- 
national Financial Statistics, September 1958, shows 
the following purchases from the Fund in June: Brazil, 
$37.5 million; France, $66.2 million (including $30 
million in deutsche mark); Paraguay, $500,000; and 
the Union of South Africa, $11.2 million (in sterling). 
There were also two repurchases in June, one of $15.5 
million by Denmark, which reduced the Fund’s holdings 
of Denmark’s currency to 100 per cent of its quota, 
and one of $3.8 million by Honduras, which reduced 
the Fund’s holdings of Honduras’ currency to 75 per 
cent of its quota. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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